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TENTATIVE PROGRAM FOR ANNUAL 
MEETING OF INSTITUTE 


A tentative program for the annual, 
meeting of the American Institute of 
Accountants, to be held at the Baker 
hotel, Dallas, October 19-22, 1936, has 
been arranged by the committee on, 
meetings. This program is still subject 
to change and incomplete in many de- 
tails. Plans for the meeting, however, 
are rapidly maturing, and further an. 
nouncements will soon be made. 

Business PRoGRAM 


On Monday, October 19th, there will 
be a regular meeting of the council. In 
addition, there will be a meeting of the 
advisory council of state society presi- 
dents, as well as a meeting of representa- 
tives of state accountancy boards. 

The general session will convene on 
Tuesday, October 20th, at 9:30 A.M. 
with the invocation, the address of wel. 
come, the president’s address and the 
submission of annual reports. In addi- 
tion to the president’s address, thera 
will be three addresses during the day. 

During the forenoon of Wednesday, 
October 21st, there will be four round- 
table discussions. The Texas Society of 
Certified Publie Accountants will also 
meet on Wednesday, possibly during the 
forenoon. It is hoped that Wednesday, 
afternoon and evening can be devoted. 
entirely to recreation. 

The general session will convene on 
Thursday, October 22nd, at 9:30 A.M. 
for the election of officers and for other 
business. Following the transaction of 
business, there will be two addresses be- 
fore luncheon and immediately after 
luncheon there will be two round-table 
discussions. A meeting of the council 
will be held at 3:30 P.M. 

ADDRESSES 


Henry H. Heimann, executive man- 
ager of the National Association of 
Credit Men, has accepted an invitation 
to speak on a subject to be selected by 
him. Subjects which the committee 
hopes may be dealt with in four 
other addresses are: ‘‘ Advantages and 
disadvantages of consolidated  state- 


ments,’’ ‘‘ Are present forms of financial 
statements satisfactory?’’, ‘‘Social se. 
curity laws,’’ and ‘‘Revenue act of 
1936.”’ 


Rounpb-TABLE Discussions 


Subjects to be dealt with at six round- 
table discussions are: ‘‘ Accounting 
problems of the oil and gas industry’’; 
the Institute’s bulletin, Examination of 
Financial Statements by Independent 
Public Accountants; ‘‘S. E. C. forms and 
requirements related to accounting,’’ 
‘‘Training of certified publie account- 
ants,’’ ‘‘Variation in requirements as 
between industries for fixed and work- 
ing ecapital,’’ and ‘‘To what extent is 
reinvestment of earnings compulsory and 
what are the results of failing to recog- 
nize these requirements?”’ 

ENTERTAINMENT PROGRAM 

A reception for members and ladies 
is planned for Monday evening, October 
19th. On Tuesday there will be a lunch- 
eon and bridge party for the ladies and 
a luncheon for the men. On Tuesday 
evening there will be a dinner dance. 

On Wednesday morning the golf and 
tennis tournaments will be held. Wed- 
nesday has been officially designated as 
‘‘American Institute of Accountants 
Day’’ at the Texas centennial exposi- 
tion and no activities away from the 
exposition will be scheduled for Wed- 
nesday afternoon and evening, so that 
members, guests and ladies may have an 
opportunity to visit the exposition. 

On Thursday there will be a luncheon 
for the ladies and the annual banquet 
will be held that evening. There will be 
dancing following the banquet. 


Horet RESERVATIONS 

In view of the probable scarcity of 
hotel accommodations due to the Texas 
centennial exposition, members of the 
Institute who plan to attend the an- 
nual meeting at Dallas, October 19th to 
22nd, 1936, are urged to make their res- 
ervations as early as possible at the 
Baker hotel, which will be headquarters. 
A schedule of rates at which accommo- 
dations will be available was published 
in the Bulletin for April 16, 1936. 
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TRANSPORTATION 

Arrangements have been made for a 
special train from St. Louis to Dallas 
for members of the Institute, their fami- 
lies and guests who will attend the an- 
nual meeting. Special cars will also be 
provided from Chicago, Boston, New 
York, Philadelphia and other points, 
provided the number of passengers is 
sufficient, which will arrive at St. Louis 
in time for their occupants to join the 
special train. Arrangements may be 
made through a local representative of 
the railroads named or through the offi- 
ces of the Institute. 

There are special rates offered in con- 
junction with the Texas centennial ex- 
position at Dallas. These result in sub- 
stantially the same savings as those ef- 
fected by so-called ‘‘convention rates,’’ 
which are not now allowed by passenger 
associations, due to the reduction in 
fares ordered by the interstate commerce 
commission. 

On page 28 of this Bulletin is a chart 
showing times of departure of trains 
from the several principal points based 
on present schedules, which are subject 


to change. Train and Pullman rates are 
also indicated. 


REGULATION OF PRACTICE BEFORE 
FEDERAL DEPARTMENTS 

In the Bulletin of the Institute for 
April, 1936, it was reported that senate 
bill 2512, amending house bill 11663, 
known as the Smith lobbyist bill, had 
been passed and would be referred to a 
conference committee of house and sen- 
ate. The report of the conference com- 
mittee was rejected by the house of rep- 
resentatives on June 17th. A _ senate 
amendment thereto was tabled on the 
same day, and prospects for passage of 
this measure by the seventy-fourth con- 
gress were thus ended. 

The conference report had apparently 
eliminated those features which it was 
thought might adversely affect the prac- 
tice of certified public accountants rep- 
resenting their clients before govern- 
ment departments. The Institute, to- 
gether with other professional bodies, 
protested certain provisions of the bill 
at hearings in July, 1935. 


“ONE NATIONAL ORGANIZATION" 

In accordance with the instructions of 
the council at its meeting on April 13th, 
the executive committee of the Ameri- 
ean Institute of Accountants met with 
the executive committee of the Ameri- 
ean Society of Certified Publie Account- 
ants on June 23rd in an attempt to ree- 
oncile the ideas of the two organizations 
with regard to the possibility of a mer- 
ger. As a result of that meeting a plan 
was adopted by which, in the event of 
a favorable vote by a majority in each 
organization, the merger may be effected 
immediately, and all points upon which 
agreement has not yet been reached may 
be settled by a vote of the membership 
of the Institute after the merger has 
taken place. 

The decision reached is consistent with 
the action of the Institute at its annual 
meeting at Boston last October approv- 
ing a plan of merger providing for sub- 
sequent settlement of points upon which 
there had not yet been a meeting of 
minds between the two organizations. It 
is also consistent with the opinions of 
the majority of the state societies as ex- 
pressed through the advisory council of 
state society presidents just before the 
meeting of June 23rd. 

The plan adopted at the meeting was 
put into effect immediately. It entailed 
the submission of a ballot to the entire 
membership of both the Institute and the 
Society calling for an answer to the fol- 
lowing questions: 

1. Do you favor an immediate consolida- 

tion of the Institute and the Society? 

2. Do you favor the submission of an 

amendment to the individual members 
after the merger proposing to change 
the name of the Institute to the Ameri- 
ean Institute of Certified Publie Ac- 
countants? 


3. Do you favor the submission of amend- 
ments to the individual members after 
the merger proposing methods of re- 
gional representation which will in- 
elude, among others, a proposal to 
divide the country into districts, and 
give the members of the Institute in 
such -districts full control over the 
nomination and election of members of 
the council from such districts? 


| 
| 
| 
| 
| 
| 
| 
| | 
| 


| 


| 
| 


Bulletin of Amerwaun Institute of Accountants 


It was stated on the ballot that a ma- 
jority vote of the members of each or- 
ganization in favor of question 1 ac- 
companied by a proxy for use at the 
annual meeting of the Institute at Dal- 
las in the event the member did not at- 
tend, would carry with it authorization 
to the respective executive committees 
immediately to complete the merger 
under the plan of September 21, 1935, 
suggested jointly by the American In- 
stitute of Accountants special committee 
on codperation with other organizations 
and the American Society of Certified 
Publie Accountants special committee on 
one national organization. This was the 
plan approved at the annual meeting of 
the Institute at Boston. 

Eighty-five per cent. of the votes 
which have so far been received by the 
Institute are in favor of all three propo- 
sitions. The executive committee of the 
Institute urges each member to record 
his vote on this question which is con- 
sidered to be of paramount importance 
not only to the future of the Institute 
but to the future of the accountancy pro- 
fession in the United States. 


NEW YORK MANAGEMENT COUNCIL 
The American Institute of Account- 
ants has accepted an invitation to par- 
ticipate in the New York Management 
Council, an organization representing a 
number of management and engineering 
societies. Its purpose is to arrange 
joint meetings which the members of 
the participating groups may attend. 

It is expected that the codperative 
activities of the council may result in 
larger audiences and, therefore, more 
prominent speakers at the joint meet- 
ings. Overlapping in the programs of 
meetings now arranged by groups with 
similar objectives may also be avoided. 
It has been pointed out that persons 
prominent in management, engineering 
and accounting circles are often called 
upon to address several groups on the 
same subject. Through the efforts of 
the management council unnecessary 
duplication of effort may be avoided. 
The secretary of the Institute has been 
designated by the executive committee 
as its representative on the council. 


DEVELOPMENT OF THE INSTITUTE 

A subcommittee of Milwaukee mem- 
bers of the American Institute of Ac- 
countants has been formed, with the ap- 
proval of the president, by Carl Penner, 
member of the special committee on de- 
velopment of the Institute. The mem- 
bers of the subcommittee are Mr. Pen- 
ner, chairman, Hugh A. Sinclair and 
Chester R. Macklin. 


ELECTION OF MEMBERS 

Seventy-eight applicants for admis- 
sion to the Institute whose election was 
recommended by the board of examin- 
ers and approved by the council by mail 
ballot have, in the absence of protest, 
been declared elected by the president. 
Sixty-six of the applicants are admitted 
as members and twelve as associates. In 
addition three associates are advanced 
to membership. 

Following are the new members and 
associates : 

ADMITTED AS MEMBERS 

T. Coleman Andrews, Richmond 

Solomon R. Baker, Worcester 

Ralph Bayfield, Philadelphia 

John Berg, Washington, D. C. 

Oscar J. Bernstein, Washington, D. C. 

Fillmore R. Bloomburg, Philadelphia 

Richard L. Brining, St. Louis 

William H. Carney, New York 

James Clarke, Pittsburgh 

Orlando H. Cloud, Jr., Philadelphia 

Emil W. Colley,* Philadelphia 

Roger W. Cole, Lakeland, Fla. 

John J. Cordner, New York 

W. M. Coursen, New York 

Henry M. Cryer, Cleveland 

Albert Dixon, Jr., Hartford 

Leslie C. Dodge, Spartanburg, 8. C. 

Hallie J. Ensign, Cleveland 

Julius J. Epstein, New York 

Samuel L. Epstein, New York 

E. S. Evans, Lima, Ohio 

Edward D. Flaherty, New York 

Julius E. Flink, Newark 

Martin J. Gauger, Philadelphia 

Edward Gibbs, Jr., Boston 

Raymond M. Greer, New York 

Abraham §. Hottel, Jr., Philadelphia 

Thomas A. Houlihan, Fort Wayne 


* Announced as a candidate in the gcc to the 
Bulletin of June 15, 1936, as Emil W. Colamosca. 


Albert L. Jonah, New York 
Fletcher O. Johnson, Seattle 
Marvin P. Kahl, Indianapolis 
Charles Kramer, Union City, N. J. 
A. A. Lally, New York 

John O. Latta, Chicago 

John E. Lawlor, New York 
Jerome Malevanchik, St. Louis 
Jesse W. Martin, Philadelphia 
Renwick S. McIver, Philadelphia 


James P. McNulty, Baltimore 
Clyde M. Noble, Boston 

George W. O’Neil, New York 
Julian O. Phelps, New York 
Glenn O. Petty, Philadelphia 

Paul W. Pinkerton, Pittsburgh 
Lester A. Pratt, Washington, D. C. 
George S. Rieg, Chicago 

Robert B. Riordon, Chicago 
Harold Rives, St. Louis 

Charles D. Rudolph, Philadelphia 
Clarence A. Schommer, Chicago 
Oliver W. Seifert, Cincinnati 
Terence T. Shaw, New York 
Edward A. Sippel, Chicago 

Alden C. Smith, New York 
Frederic H. Smith, Kansas City, Mo. 
Frank E. Soule, Hartford 

Andrew F. Spatzier, New York 
Charles E. Stevens, Indianapolis 
Mendel J. Stillman, New York 
Charles W. Swormstedt, Cincinnati 
Einar W. C. Sundberg, Worcester 
Norman H. Tracy, Chicago 

Roy A. Turner, Denver 

William B. Ward, New York 
Wilmer D. Zirkle, New York 
ADMITTED AS ASSOCIATES 
James G. Allen, New York 

Cyril N. Angell, Boston 

Herman W. Bevis, New York 
Michael G. Emin, Newark 
Raymond G. Hiscox, Cleveland 
Robert A. Mitchell, San Francisco 
Theodore C. Peterson, San Francisco 
Carl W. Steiss, Cleveland 

Ira J. Varnedoe, Jacksonville, Fla. 
Robert E. Wandtke, Chicago 
Franklin C. Weber, Buffalo 
Sherman M. Wyman, San Francisco 
ADVANCED TO MEMBERSHIP 
Otto M. Cartall, St. Louis 

Joel D. Harvey, Boston 

Jesse R. Randall, Spokane 


John A. McManus, Jr., Kansas City, Mo. 
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PUBLIC UTILITY ACCOUNTING 

The federal power commission on July 
1st made public a uniform system of 
accounts prescribed for public utility 
companies and licensees subject to the 
provisions of the federal power act. The 
new system is to take effect on January 
1, 1937. In announcing this system of 
accounts, the commission said in part the 
following: 

“The general purpose of the new system 
of accounts is to require public utilities and 
licensees subject to the commission’s juris- 
diction to keep currently and to maintain 
uniformly accounts and records of transac- 
tions which will aid the commission in the 
exercise of its regulatory functions and lay 
a foundation for the compilation of sta- 
tistical and other data which will be useful 
in the administration of the federal power 
act and for the purpose of securing infor- 
mation necessary and appropriate for ree- 
ommending legislation. 

“As compared with most systems of utility 
accounts now in effect, it is more definite and 
positive in its provisions and leaves less op- 
portunity to the management for the exer- 
cise of judgment and discretion in the matter 
of substance of accounts and records. It 
provides for the keeping of accounts accord- 
ing to procedure which should result in mak- 
ing available to regulatory bodies, investors, 
and the interested public, vital information 
that has not always been readily obtainable 
heretofore.” 

The American Institute of Account- 
ants special committee on public utility 
accounting, in compliance with a request 
by the commission, studied an early 
draft of this system of accounts and 
made certain recommendations in the 
form of a memorandum submitted on 
April 1st. This is quoted in full as fol- 
lows : 

FEDERAL PowER COMMISSION, 
WasuinerTon, D. C. 
Dear Sirs: 

In response to your invitation, we have re- 
viewed, in a general manner, the tentative 
draft dated December 31, 1935, of a uniform 
system of accounts prescribed for public 
utilities and licensees subject to the provi- 
sions of the federal power act. In making 
this review it seemed proper that our atten- 
tion and comments should be confined to the 
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broad principles underlying the proposed sys- 
tem of accounts, leaving to officers and em- 
ployees of the utilities and licensees affected 
the more intensive consideration of the de- 
tailed provisions thereof. 

In determining whether a system of ac- 
counts meets the requirements of a given 
industry, it seems to us of primary im- 
portance to consider the general purposes 
to be served thereby. We consider it fun- 
damental that the accounts of public utility 
companies, like other enterprises, should 
have for their primary purpose the recording 
of transactions in accordance with accepted 
accounting principles in such manner as to 
make readily available the financial condi- 
tion of the companies and the results of their 
operations. While we recognize that ac- 
counting systems for public utilities should 
be so devised as to permit the compilation, 
promptly and at reasonable expense, of such 
information as may be required by federal 
and state regulatory bodies, we consider this 
to be a secondary function. In the uniform 
system of accounts proposed by your com- 
mission, we are impressed with the extent 
to which all other interests have been sub- 
ordinated to the requirements peculiar to 
rate-making and regulation. We, therefore, 
submit that the proposed procedure should 
be revised to eliminate the provision for day- 
to-day statistical information required for 
special purposes and at irregular intervals 
and permit this to be developed as the need 
therefor arises. 

“ORIGINAL Cos?” 

It also appears to us that the classifica- 
tion, in common with other classifications re- 
cently proposed by other regulatory bodies, 
seeks to enforce particular theories of rate- 
making principles in advance of the recog- 
nition of these principles by the courts. The 
reflection of certain of these theories results 
in provisions which are contrary to accepted 
accounting principles, adherence to which is 
the principal concern of the accounting pro- 
fession. An outstanding example of such de- 
parture is the provision requiring a cor- 
poration to record its properties, not at cost 
to itself but at cost to some predecessor 
owner at the time the property was first de- 
voted to public use. This proposal is so far 
removed from accepted principles of ac- 
counting that we fail to see any warrant for 
its inclusion in a system intended primarily 


to meet the corporate needs of the utilities. 
The history of the development of the in- 
dustry is one of gradual absorption of small 
units into larger coérdinated systems. The 
records of the original owner were usually 
poorly kept and, in many cases, are no longer 
in existence. To use these records, even where 
available, as a basis of property accounting 
would perpetuate all of the accounting er- 
rors of the former owners. The forcing of 
utility companies to divide the cost to them 
of their properties, so as to show the original 
cost, would serve no useful purpose which 
could not be as well served by a memorandum 
record and, in our opinion, such a division 
would actually be misleading. We believe 
that it would be the general inference that 
the difference between the cost of property 
to the reporting company and the original 
cost thereof represented an asset of doubt- 
ful merit. While it is recognized that the 
cost of public utility property when first 
devoted to public use, is valuable collateral 
evidence in connection with the finding of 
value for rate-making purposes, it is not, 
however, the only measure of value nor one 
to which the courts have assigned predomi- 
nant weight.. The investment of the present 
owner, the cost of reproduction, and the 
present value are all relevant factors which 
are entitled to consideration, but it is ob- 
viously impossible for a public utility to re- 
flect all of these factors in its accounts. We 
suggest, therefore, that there is no justifica- 
tion for a provision which forces public 
utility companies to depart from accepted 
accounting principles in the recording of the 
actual cost to them of the properties owned. 
REHABILITATION Cost 

Another departure from accepted account- 
ing principles, in our opinion, is the pro- 
vision for rehabilitation of purchased prop- 
erty, which provides that, “if structures and 
equipment . ... are in such physical con- 
dition when acquired that it is necessary 
substantially to rehabilitate them in order to 
bring the properties up to the standards of 
the utility,” then such rehabilitation cost shall 
be accounted for in the same manner as in 
the case of property originally constructed 
and owned by the utility. This provision 
ignores the fact that a new owner has come 
into possession of the property. Rehabilita- 
tion expenditures by such new owner, to 
overcome, for example, a condition created 
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by inadequate maintenance on the part of a 
previous owner, would logically represent ad- 
ditional capital outlays for the reason that 
it is to be assumed that the condition of the 
property will have been taken into considera- 
tion in the purchase price. 
“STRAIGHT-LINE” DEPRECIATION 

Another provision of the proposed system 
of accounts, which is of fundamental im- 
portance, is that relating to “straight-line” 
depreciation. It is not the purpose of this 
letter to discuss the merits or demerits of the 
several recognized methods of depreciation 
accounting; the arguments for and against 
straight-line depreciation are so well known 
that they do not require repetition. We shall 
rather attempt to point out some of the 
practical considerations which would lead 
us to counsel against the introduction of such 
a drastic change in the long-established ac- 
counting practice of an industry. Utilities, 
generally, (with the exception of telephone 
companies) have, over an extended period, 
followed the retirement method of account- 
ing, a method permitted by many state com- 
missions and one which has seemed pe- 
culiarly suited to the industry, in view of 
the system of rate regulation as it has de- 
veloped through successive decisions of the 
supreme court. Accountants, perhaps more 
than any other body dealing with utilities, 
recognize the abuses to which this method 
has been subjected and would welcome a 
strengthening of regulations with a view 
to securing not only uniform application 
but also adequate provision for retirements 
as they become necessary, and the accumu- 
lation of a reserve which would reason- 
ably measure the existent depreciation of 
the property, as determined for rate-making 
purposes. We regard this approach to the 
problem as preferable to the institution of 
compulsory straight-line depreciation. Pro- 
vision for depreciation, to have any mean- 
ing, can be made only out of earnings and, 
these being subject to regulation, it follows 
that corporate earnings cannot equitably be 
charged with depreciation on a basis totally 
unrelated to that used in determining the per- 
mitted rates which produce such earnings. 
Failure to recognize this principle will, in 
our opinion, lead to serious and harmful 
confusion in corporate accounts and finance 
and we can only conclude that the intro- 
duction of compulsory straight-line deprecia- 


tion should not be undertaken in advance of 
general acceptance of the method for rate 
regulation purposes, not only by state com- 
missions but by the courts of final appeal. 
OF REGULATIONS 

Another matter which seems to us to merit 
serious consideration by your commission is 
the fact that various other regulatory bodies 
have uniform systems of accounts for public 
utilities in process of preparation. We re- 
spectfully suggest that a codperative pro- 
gram between the federal power commission, 
the securities and exchange commission, the 
federal communications commission, the in- 
terstate commerce commission and the Na- 
tional Association of Railroad and Utilities 
Commissioners, in developing a sound and 
practical uniform system of accounts for the 
utility industry, would be very much in the 
interest of all parties concerned. It is ob- 
vious that much confusion and expense would 
be avoided by the adoption of the same 
system of accounts by all of these bodies and 
it would seem reasonable to expect that the 
promulgation of such a system would be fol- 
lowed by its adoption by the public service 
commissions of most of the states. 

In the foregoing paragraphs we have 
touched upon only those matters which seem 
to us to be of fundamental importance. If 
we can be of assistance in further developing 
any of the views expressed or in considering 
detailed provisions of the classification, we 
shall be glad to be advised and to codperate 
to the fullest possible extent. 

Respecifully, 
Spectra, CoMMITTEE ON Pusiic UTILITY 
ACCOUNTING 
J. M. Bow py, chairman 
Ernar C. CHriIsTENSEN 
Paut Grapy 
Henry A. Horne 
E. B. McGuinn 


DEATH OF BUSINESS MANAGER OF 
“THE JOURNAL OF ACCOUNTANCY" 


Seymour N. Marsh, for 15 years busi- 
ness manager of The Journal of Account- 
ancy, died suddenly at his home in New 
York on June 20th. He was 61 years 
old. Mr. Marsh was also business and 
circulation manager of the American 
Church Monthly, and for several years 
was president of the board of education 
of Roselle, N. J. 
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NATURAL BUSINESS YEAR 


Corporations and other taxpayers who 
have received from the treasury depart- 
ment during the past twelve months per- 
mission to change their fiscal years for 
tax purposes have tended to select pe- 
riods other than the calendar year, it is 
revealed by statistics compiled by the 


bureau of internal revenue at the re- 


quest of the American Institute of Ac- 
countants. 

During the period from June 1, 1935, 
to May 31, 1936, 3,011 taxpayers, in- 
eluding corporations, partnerships and 
individuals, availed themselves of their 
privilege under the revenue laws to 
change their accounting periods. Of 
these, 2,213 adopted periods ending at 
dates other than December 31st. Five 
hundred adopted June 30th, while 318 
adopted January 31st and 271, Novem- 
ber 30th. 

The following table shows all changes 
effected during the period: 


Cor- Part- 

Clesing Dates  Indi- pora-_ ner- 
Selected viduals tions ships Totals 
June 30th 99 354 47 500 
July 31st 34 88 9 131 
August 31st 51 87 5 143 
September 30th 29 129 3 161 
October 31st 24 148 13 185 
November 30th 41 211 19 271 
December 31st 89 652 57 798 
January 31st 82 194 42 318 


February 28th 20 65 7 92 


March 31st 29 108 15 = 152 
April 30th 19 100 7 126 
May 31st 34 93 7 134 
Totals 551 2,229 231 3,011 


When the request for this information 
was made by the Institute, Milton E. 
Carter, assistant to the commissioner of 
internal revenue, replied as follows: 
‘‘The bureau is deeply appreciative of 
the codperation which it receives from 
the members of your profession, and will 
be pleased to make available to you the 
information requested with respect to 
changes which have occurred during the 
period from June 1, 1935, to May 31, 
1936. It is believed that this informa- 
tion will clearly reflect whatever trend 


there may have been towards increased 
adoption of the natural business year 
during the past twelve months.’’ 
Subsequently the bureau agreed to 
supply the Institute with monthly state- 
ments of changes effected in fiscal years, 
together with the periods adopted. 


JOHN R. RUCKSTELL 


John R. Ruckstell, of San Francisco, 
charter member and former president of 
the American Institute of Accountants, 
died on June 21, 1936, at the age of 77. 
He had been ill for some time. 

Mr. Ruckstell was a native of Canada 
and had made his home in California 
since 1894. For a year he was an in- 
structor at Heald’s College and later 
was chief accountant for the Wine- 
makers’ Corporation. He then became 
associated with the Bank of California. 
In 1902 he received a certificate as a cer- 
tified public accountant of the state of 
California. | 

Throughout his career in public ac- 
counting Mr. Ruckstell was associated 
with the firm of Ruckstell & Land as 
principal partner. In recent years he 
became a nominal partner and accepted 
the position of auditor of the Golden 
Gate bridge and highway district. 

Mr. Ruckstell served on the council of 
the Institute continuously from 1920 
through 1928. During that time he was 
a member of the committee on form and 
administration of income-tax laws, the 
committee on nominations, the commit- 
tee on regional districts and the special 
committee on public affairs. In 1926 he 
was elected vice-president, and in 1927 
he became president of the Institute. 
He was also a member of the California 
State Society of Certified Public Ac- 
countants for many years. 


WILLIAM BLYTHE 

William Blythe, of New York, who 
was admitted to the Institute as a mem- 
ber in 1935, died on June 11, 1936, at 
the age of 41. For the past eight years 
he had been associated with the firm of 
Niles & Niles. He was a certified public 
accountant of New York and a member 
of the New York State Society of Certi- 
fied Public Accountants. 
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THOMAS L. McHEFFEY 


Thomas Leonard McHeffey, a charter 
member of the Institute and partner in 
the firm of McHeffey & McDonough, of 
New York, died on June 6, 1936. Mr. 
McHeffey was a certified public account- 
ant of New York and a member of the 
New York State Society of Certified Pub- 
lic Accountants. 


LAWRENCE K. GIMSON 


Lawrence K. Gimson, of New York, a 
member of the Institute since 1916 and a 
certified public accountant of New York, 
died on June 19, 1936. Mr. Gimson was 
auditor of the DeLaval Separator Com- 
pany. 


CONTINGENT FEE CONTRACT VALID 


Where the appellant entered into a 
written contract with the appellees 
whereby they were to receive, on a con- 
tingent fee basis, 3344% of sums recov- 
ered by them for taxes paid by the ap- 
pellant, such contract is valid and is not 
champertous, according to a decision of 
the United States court of appeals for 
the District of Columbia (No. 6636) de- 
cided June 8, 1936. 

The court held that there was no as- 
signment of claims against the govern- 
ment and, since the contract intended to 
ereate a lien upon such sums recovered, 
the appellees were entitled to their fee 
plus costs. The case was Harry Ward- 
man, appellant, vs. Arthur E. Leopold 
had been appealed from the supreme 
and Milton Rindler, co-partners, trad- 
ing as Leopold & Rindler, appellees, and 
court of the District of Columbia. 


MUNICIPAL ACCOUNTING 


It is reported that the official audit 
report for the city of Norfolk, Virginia, 
by A. Lee Rawlings & Co., contains this 
introductory comment: ‘‘The statements 
contained in the foregoing index have 
been prepared in principle and form as 
recommended by the national committee 
on-municipal accounting and other rec- 
ognized authorities on the subject.’’ 
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INSTITUTE REPRESENTATIVES AT 
STATE SOCIETY MEETINGS 


VIRGINIA 

Charles B. Couchman, chairman of 
the American Institute of Accountants 
special committee on natural business 
year, was a speaker at the spring meet- 
ing of the Virginia Society of Publie Ac- 
eountants, June 12th and 13th, held at 
Old Point Comfort. James A. Rennie, 
chairman of the society’s committee on 
natural business year, introduced Mr. 
Couchman. 

At the opening of the business session 
the president introduced John L. Carey, 
secretary of the Institute, among other 
guests who were present. Speakers at 
the meeting in addition to Mr. Couch- 
man were: 

C. H. Morrissett, state tax commis- 
sioner. 

Milton E. Carter, assistant to the com- 
missioner of internal revenue, who spoke 
on social security taxes. 

General H. C. Pratt, commanding offi- 
cer at Langley field, whose subject was 
‘‘The part of aviation in national de- 
fence.’’ 

Among the subjects discussed at the 
business session were membership, state 
legislation, a proposed regional meeting 
in conjunction with a neighboring state 
society and the suggested merger of the 
two national accounting organizations. 


CONNECTICUT 

At the annual meeting of the Con- 
necticut Society of Certified Public Ac- 
countants held at Savin Rock, June 19th, 
John L. Carey, secretary of the Ameri- 
ean Institute of Accountants, was the 
principal speaker. He was introduced 
by Russell C. Everett, retiring president 
of the society, and discussed the services 
which state and national organizations 
can render to their members. 

The meeting was devoted principally 
to the business of the society, the re- 
ceipt of reports of officers and commit- 
tees, and elections. J. William Hope was 
elected president, Guy Cambria, vice 
president, Edward I. Petze, secretary, 
and Milton Friedberg, treasurer. 

The meeting was followed by dinner 
after which several new members were 
presented with their certificates by Seth 
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Hadfield, who first addressed the candi- 
dates on their obligations to the profes- 
sion and the standards of the society. 
District or COLUMBIA 

The annual meeting of the District of 
Columbia Institute occurred on June 
22nd at the Kenwood Country Club. 
The meeting was preceded by dinner 
and followed by entertainment. At the 
business session reports of officers and 
committees were submitted and three 
directors were elected for the ensuing 
year. The president introduced the sec- 
retary of the American Institute of Ac- 
countants, who told what had been done 
by the natural business year council to 
encourage adoption by various business 
enterprises of closing dates more suitable 
than December 31st. He also referred to 
tangible benefits to the profession which 
might be expected from activities of the 
Institute already in progress or about 
to be undertaken. 


ANNOUNCEMENTS 
Chester P. Child announces the removal 


of his Waterbury office from 174 Grand 
street to 43 East Main street. 


M. F. Eldridge and Earl G. Teeter an- 
nounce the formation of M. F. Eldridge & 


Associates, with offices at 4753 Broadway, 
Chicago. 


Announcement has been made that the 
name of Eppler, Botz & Sangster has been 
changed to Eppler & Co. and that the prac- 
tice will be continued under the latter name 
by the same partners—William E. Eppler, 
H. Rufus Eppler, William D. Shay, Edwin 
D. Frost and Ernest R. Wildbrett—at 31 
Nassau street, New York. 


Lybrand, Ross Bros. & Montgomery an- 
nounce the removal of their Houston offices 
to suite 1101 Shell building. 


Patterson & Ridgway, of New York, an- 
nounce the admission of Roy L. Halsted as a 
member of the firm. 


Lawrence Scudder & Co. announce the re- 
moval of their Detroit offices from 2363 
Union Guardian building to 2422 Union 
Guardian building. 
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REVENUE ACT OF 1936 


The following analysis of the recently 
enacted revenue act of 1936 has been 
provided, for the information of the 
members of the Institute, by Victor H. 
Stempf, of New York, chairman of the 
Institute’s committee on federal taxa- 
tion: 

“The revenue act of 1936, which was signed - 
by the president on June 22, 1936, is, in so 
far as it relates to the taxation of corpora- 
tions, a combination of two widely different 
methods of taxing such income. It will be 
recalled that, in his message to congress re- 
questing the enactment of legislation to raise 
additional revenue, the president recom- 
mended that the then existing corporation 
tax structure be simplified by abolishing the 
corporate-income, capital-stock and excess- 
profits taxes and substituting therefor a tax 
on undistributed profits of corporations at 
rates sufficiently high to encourage the dis- 
tribution of corporate earnings to share- 
holders and thus to subject such earnings to 
the individual surtax rates. 


Tue PRESIDENT’S PROPOSALS 


“Tn accordance with the president’s recom- 
mendations, the house of representatives 
adopted a bill which proposed to substitute, 
for the existing corporation taxes, a tax on 
undistributed net income with rates ranging 
up to 4214%, dependent on the ratio of un- 
distributed net income to taxable net income. 
However, far from simplifying taxes, the 
new bill complicated them, as the dependence 
of the tax rate on this ratio resulted in an 
extremely complex provision for computa- 
tion of the tax, especially since provision 
was made for two classes of corporations— 
those with adjusted net incomes less than 
$10,000.00 and those with such income in 
excess of $10,000.00—and also for an ad- 
justment where the adjusted net income lay 
between $10,000.00 and $40,000.00. Provi- 
sion was also made for the relief of those 
corporations which were unable to pay divi- 
dends either because they had a deficit in 
excess of current earnings or because of con- 
tracts not to pay dividends or to set aside 
profits for the repayment of debts. 

“At the hearings on this bill held by the 
senate finance committee, objections to its 
proposals were voiced and recommendations 
for raising revenue were made by many in- 
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dividuals and representatives of professional 
and trade associations and societies. The 
Institute was represented at the hearings by 
its committee on federal taxation, which sub- 
mitted a memorandum criticizing the pro- 
posed tax and making suggestions for rais- 
ing additional revenue and for removing 
some inequalities from the then existing law. 
The main objections to the bill raised by 
almost all those who appeared were, first, its 
complexity, and, second, the abandonment 
of a reliable revenue and a reliable method 
of taxing corporate income in favor of a 
method whose yield was entirely conjectural. 

“As a result of these objections and sug- 
gestions, the senate finance committee drew 
up a practically new bill which retained the 
corporate-income, capital-stock and excess- 
profits taxes with increased income-tax rates, 
and provided for only a flat tax of 7% on 
undistributed profits. It also proposed to 
increase the rates of surtax on individuals 
on incomes up to $50,000.00 (the rates on 
incomes over $50,000.00 had already been 
raised by the revenue act of 1935). 

“In view of the vast discrepancy between 
the house and senate bills, the conference 
committee had a considerable task in recon- 
ceiling the differences and evolving a bill 
acceptable to both the senate and the house 
of representatives. The compromise finally 
reached was passed by both. branches of 
congress and became the revenue act of 1936 
on June 22, 1936. 

Tue Britt As ENACTED 

“The act retains the corporate-income and 
capital-stock taxes, but at lower rates than 
were provided by the revenue act of 1935, 
and makes no change in the excess-profits 
tax rates prescribed by that act, which had 
increased these rates from 5% to 6% and 
12%. It also imposes a surtax on undistri- 
buted profits. Accordingly, corporations are 
now subject to five taxes instead of four, the 
five being capital-stock tax, excess-profits 
tax, normal tax, surtax on undistributed 
profits, and surtax on improper accumula- 
tion of surplus. 

“The surtax on undistributed profits, as 
finally enacted, is a much simpler and lower 
tax than that proposed by the house bill, 
being a tax with five brackets, which are 
percentages of the adjusted net income, with 
rates ranging from 7% te 27%. A specific 
credit is allowed in the case of corporations 


whose adjusted net income is less than 
$50,000.00, the rate applied to the specific 
credit being 7%. 

“The ‘adjusted net income’ upon which 
this tax is based is the net income for 
normal tax purposes plus the credit for 
dividends received and less the normal tax. 
The ‘undistributed net income’ upon which 
the tax is imposed is the adjusted net in- 
come less the credit for dividends paid and 
the credit provided in section 26(c), relating 
to contracts restricting the payment of divi- 
dends. 

“The credit for dividends paid is subject 
to restrictions, the effect of which is to limit 
such credit to an amount which does not 
exceed either the amount by which the divi- 
dends paid have reduced the earnings or 
profits available for taxable dividends or the 
amount subject to tax in the hands of the 
sharehoiders. Thus, where a dividend is paid 
in kind, the credit is the basis of the property 
to the corporation or its fair market value 
at the time of payment, whichever is lower. 
Again, where a dividend is paid in obliga- 
tions of the corporation, the credit is the 
lower of the face or fair market value of the 
obligations. If such fair market value is the 
credit allowed and if the obligations are later 
redeemed at an amount in excess thereof, a 
further credit for dividends paid is allowed 
in the year of redemption in the amount of 
such excess to the extent not availed of as a 
deduction in computing net income. 

PossIBLE UNCONSTITUTIONALITY 

“In connection with the credit for divi- 
dends paid, it is interesting to note that the 
definition of dividend has been amended to 
include a distribution out of earnings or 
profits of the taxable year without regard to 
the amovzt of earnings and profits at the 
time of the distribution. This means that a 
corporation with current earnings but an ac- 
cumulated deficit would be allowed a credit 
for any dividend paid up to the amount of 
the current earnings and such dividend would 
be taxable in the hands of the shareholders. 
Under the laws of most states, such a divi- 
dend could be paid only where there was a 
capital surplus in existence sufficient to ab- 
sorb the operating deficit. As such a dividend 
is, therefore, in fact a return of capital, the 
constitutionality of the provision is open to 
doubt. 

“The credit allowed by section 26(c) re- 
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lates to two classes of contracts restricting 
the payment of dividends. First, where a 
contract exists which specifically prohibits to 
a specified extent the payment of dividends, 
a credit is allowed for the amount by which 
the adjusted net income exceeds the amount 
of dividends which can be distributed with- 
out violating the contract. Second, where a 
contract exists which expressly provides that 
a portion of the earnings must be paid or 
irrevocably set aside during the taxable year 
in discharge of a debt, a credit is allowed 
for the amount so paid or set aside. In both 
cases the contract must be a written one ex- 
ecuted prior to May 1, 1936. If more than 
one of such contracts exists, only the one 
which yields the largest credit may be used. 
EXEMPTIONS 

“The surtax on undistributed profits does 
not apply to banks, corporations in bank- 
ruptey or receivership, insurance companies, 
foreign corporations, corporations entitled to 
the benefit of section 251, China-trade act, 
corporations and joint-stock land banks or- 
ganized under the federal farm loan act as 
amended. Moreover, such corporations (ex- 
cept corporations in bankruptcy or receiver- 
ship) are not subject to the normal tax rates 
imposed on other corporations. In lieu 
thereof they are taxed at 15%, excepting 
resident foreign corporations, which are 
taxed at 22%. 

“The corporate normal tax, which replaces 
the corporate income tax, has rates ranging 
from 8% on income up to $2,000, to 15% on 
income over $40,000. As the 1936 act ap- 
plies to all taxable years commencing after 
December 31, 1935, as did the 1935 act, the 
graduated corporate-income tax rates pre- 
seribed by the latter act have never been 
effective. 

CHANGES FROM Prior Law 

“Some of the other important changes 
made by the revenue act of 1936 are sum- 
ma.ized below. 

“Dividends received by individuals are now 
subject to normal tax as well as surtax. This 
change was contained in both the senate and 
house bills. 

“Under the 1934 act, gains to individuals 
from liquidation distributions (which in- 
elude redemption of preferred stock) were 
recognized 100%, while similar losses were 
subject to the recognition percentages. The 
new act provides that the percentages apply 


to gains from distributions in complete 
liquidation, which is defined to include any 
one of a series of distributions in complete 
cancellation of all of a corporation’s stock 
within the time specified by the liquidation 
plan, which must not exceed two years from 
the close of the taxable year in which the 
first of the distributions under the plan is 
made. Gains from partial liquidation or 
liquidations which do not conform to the 
above definition of a complete liquidation 
are still recognized 100%. 

“Domestic dividends received by corpora- 
tions are now subject to the corporate nor- 
mal tax to the extent of 15% thereof. This 
is so because, in place of a deduction of the 
entire amount of such dividends allowed by 
prior acts, there is now allowed a credit for 
normal-tax purposes of only 85% of such 
dividends. It should be noted, also, that all 
such domestic dividends received by corpora- 
tions are included in the base subjected to 
tax on undistributed profits. 

“Under the 1936 act, the excess-profits 
tax is an allowable deduction in computing 
income subject to normal tax and surtax. 

“Under the 1934 act, gain or loss was rec- 
ognized upon the liquidation of a controlled 
subsidiary company. The 1935 act pro- 
vided that no gain or loss would be recog- 
nized upon the receipt of property other 
than money in liquidation of such a sub- 
sidiary. Under this provision the basis of 
the property received by the parent company 
would, provided no cash was involved, be 
the basis of the parent company’s invest- 
ment in the subsidiary. Under the new law, 
no gain or loss is recognized in such a case, 
whether or not cash is received in connection 
therewith, and the basis of the property re- 
ceived is the same as it was to the subsidiary. 

“The rate of capital-stock tax is reduced 
by the new act from $1.40 provided for in 
the 1935 act to $1.00 per $1000 of declared 
value. This reduction applies to the year 
ended June 30, 1936, so that the $1.40 rate 
was never effective. No change has been 
made in the provision that a new declared 
value shall be the basis for the tax for that 
year. The only change in the excess-profits 
tax is the amendment of the definition of net 
income for excess-profits tax to disallow the 
deduction therefrom of federal-income tax 
which was, for the first time, allowed by the 
1935 act.” 
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SOCIAL SECURITY ACT 


Problems of administration of the fed- 
eral social security act were discussed 
by Milton E. Carter, assistant to the 
commissioner of internal revenue, in an 
address at the spring meeting of the 
Virginia Society of Public Accountants 
at Old Point Comfort, June 13th. He 
dealt particularly with sections of the 
act which are administered by the treas- 
ury department. 

_ Mr. Carter said, in part, the follow- 


“Past experience tells us that after its 
wits have been sharpened by the clash of di- 
vergent opinion and its judgment strength- 
ened by the counsel of some 40,000 odd tax 
practitioners, the bureau of internal revenue 
will find it necessary to revise and amend 
these regulations and rulings. The bureau 
of necessity must construe the act in favor 
of the revenue it was intended to produce 
but at the same time it must and will seek 
to apply a rule of reason with respect to 
doubtful issues. 

“Title 9, with its application limited to 
employers of eight or more individuals, pre- 
sents something new in federal taxation. No 
accurate figures are available as to the num- 
ber of employers who will be subject to tax 
imposed by this title. However, it is believed 
there will be approximately one million re- 
turns filed by employers of eight or more 
individuals throughout the entire United 
States and its possessions. 

“Section 901 of title 9 imposes an excise 
tax upon every employer as defined in sec- 
tion 907, with respect to having individuals 
in his employ. The measure of the tax is the 
total wages payable by the employer with 
respect to employment during the calendar 
year. The percentages of the wages with re- 
spect to employment during the calendar 
year are 1 per cent. for 1936; 2 per cent. 
for the calendar year 1937, and 3 per cent. 
after December 31, 1937. 

“Only wages payable with respect to em- 
ployment during the calendar year are to 
be used as a measure of the tax. For ex- 
ample, wages payable during a calendar 
year to retired or pensioned employees who 
rendered no service during such year should 
be deducted from the total wages payable 
during the year in determining the amount 
of wages against which to apply the tax. 


“The taxpayer, however, may credit against 
the tax so determined, the amount of his con- 
tributions with respect to employment during 
the taxable year paid by him (before the 
date of filing his return for the taxable year) 
into an unemployment fund under a state 
law, except that such credit shall not exceed 
90 per cent. of the tax against which it is 
credited. The statute provides further limi- 
tations against this credit in that it is allow- 
able only for contributions made under a 
state law which has been approved by the 
social security board and so certified to the 
secretary of the treasury, and only to the 
extent that they have been made with respect 
to services performed by an employee within 
the United States and not excepted by the 
act. 


“The person who may be an employer may 
be a natural person or a legal entity such as 
a corporation, a trust or estate, or a partner- 
ship, but only an individual may be an 
employee under the act.” 


ORGANIZATION OF THE Boarp 

The organization which is being cre- 
ated under the social security board to 
administer that part of the federal so- 
cial security act assigned to the board 
was described by Henry P. Seidemann, 
coordinator of the board, in an address 
at the seventeenth international cost con- 
ference of the National Association of 
Cost Accountants, held on June 23rd at 
Cincinnati. 

Mr. Seidemann explained that the parts 
of the act administered by the social 
security board fall into three general 
categories: (1) public assistance, (2) 
unemployment compensation, and (3) 
federal old-age benefits. Under public 
assistance are included aid to the needy 


‘aged, aid to dependent children, and aid 


14 


to the blind. 


The board consists of three members 
having direct supervision over the of- 
fices of the executive director and the 
coérdinator. The board has delegated to 
the office of the executive director all of 
its administrative and executive duties. 
The duty of the codrdinator is to keep 
in touch with the organization, meth- 
ods, needs and problems of the board as 
a whole, make special researches and ad- 
vise on matters of policy or procedure. 
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The bureaus which have been created 
fall under two major classifications, the 
operating or line bureaus and the serv- 
ice bureaus. The former consist of the 
bureau of unemployment compensation, 
the bureau of federal old-age benefits 
and the bureau of public assistance. The 
service bureaus or offices are the office 
of the general counsel, the bureau of re- 
search and statistics, the bureau of ac- 
counts and audits, the bureau of busi- 
ness management and the informational 
service. 


The largest organizational unit of the 
social security board will be the bureau 
of federal old-age benefits, consisting of 
four major divisions, with one service 
division. It is this bureau which will 
maintain the records of employees and 
employers required for administration 
of provisions relating to old-age benefits. 
Concerning this work, Mr. Seidemann 
said, in part, the following: 

“The number of records to be kept will 
increase materially as a result of the fact 
that a record once set up will necessarily be 
maintained until the employee reaches 65 or 
dies, and that many persons normally em- 
ployed in exempt employments will at some 
time be engaged in a covered employment. 


“The provisions of the act relating to old- 
age benefits become effective in 1937, and 
in anticipation of that date a system of 
record-keeping is now being developed, under 
which a statement of the earnings of each in- 
dividual will be accumulated. While no final 
decision has been reached, it seems probable 
that such records will be built up from re- 
ports submitted by employers. In view of the 
magnitude of the task of compiling the reec- 
ords relating to the millions of employees in 
the various industries throughout the United 
States, no one need worry that the require- 
ments for reporting will be more than the 
barest minimum required to carry out the 
purposes of the act. Aiming at simplifica- 
tion, the system of collecting the information 
and maintaining the records is now being de- 
vised. Before making a definite announce- 
ment concerning the methods of gathering 
the information and maintaining the records, 
the entire system and procedure should be 
completely formulated. I believe that every- 
one concerned will appreciate the fact that 


the system and procedure for so large an 
undertaking should not be decided upon too 
hurriedly. Obviously, it is of the greatest 
importance to formulate a system which will 
be best adapted for the purpose and be at 
the same time as simple as possible for 
everyone concerned.” 

The bureau of accounts and audits has 
as its function the establishment and 
maintenance of complete control over all 
phases of the financial operations of the 
social security board. The director of 
this bureau is the certifying officer of 
the board for all expenditures under the 
act. It is to maintain a uniform system 
of accounting and reporting to control 
and report the kind of financial data 
needed by the board for administrative 
purposes. 

The office of informational service has 
the duty of answering all inquiries from 
individuals and of acquainting the pub- 
lic with all developments of general in- 
terest. The principal subdivisions of this 
office are industrial relations, educa- 
tional, editorial, publications, inquiry 
and library. 


ANNOUNCEMENTS 


Jeff K. Stone & Co. announce the removal 
of their offices to suite 612, Chemical build- 
ing, 721 Olive street, St. Louis. 


Francis E. Welch, of Providence, an- 
nounces the opening of an office at.2109 In- 
dustrial Trust building, under the firm name 
of F. E. Welch & Co. 


Louis 8. Goldberg, of Sioux City, spoke 
on “The social security act and other federal 
taxation acts” at the thirteenth annual Law- 
yers’ Chatauqua of the bar associations of 
the 14th and 21st judicial districts of Iowa. 


Gabriel A. D. Preinreich, of New York, is 
the author of an article entitled “The fair 
value and yield of common stock” which ap- 
peared in the June issue of the Accounting 
Review. 


N. O. Richardson, of Beaumont, addressed 
a meeting of the Rice Millers Association at 
New Orleans on July 2nd on “The ‘windfall’ 
tax.” 
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STATE LEGISLATION 


Final action has been taken on each 
of the seven bills affecting the practice 
of public accounting which were intro- 
duced in the legislatures of the various 
states during 1936. All failed to pass. 

Two measures were intended to pro- 
tect the confidential relations between 
certified public accountants and their 
clients. One bill provided for enactment 
of two-class restrictive legislation. An- 
other would have waived the examina- 
tion required for the certified public ac- 
countant certificate in the case of a lim- 
ited class of applicants. An attempt was 
made to repeal a standard accountancy 
law, substituting an act providing for 
the licensing of all public accountants. 
Another bill was intended to limit mem- 
bership on a state accountancy board to 
educators. Still another would have pro- 
hibited practice under a firm name con- 
taining the name of a former partner no 
longer associated with the firm. 


CoNFIDENTIAL RELATIONS 

There was introduced in the New 
York legislature, as senate bill 733 and 
assembly bill 878, a measure which would 
have added a new section to the civil 
practice act of the state providing that 
no certified public accountant or public 
accountant should voluntarily disclose 
or be required to disclose information in 
his possession as a result of his profes- 
sional relations with a client. These bills 
died upon adjournment of the legisla- 
ture on May 14th. 

A bill identical with those introduced 
in the New York legislature was pre- 
sented to the legislature of Virginia and 
died upon adjournment on March 20th. 
This was known as senate bill 327. 

Two-Cuiass Restrictive 

A bill was introduced in the New 
York legislature providing for extensive 
amendment of the existing accountancy 
act. It would have restricted practice in 
the state to certified public accountants 
and a closed class of ‘‘publie account- 
ants’’ embracing state auditors or ex- 
aminers, accountancy instructors, comp- 
trollers and others with similar experi- 
ence. This bill, known as senate bill 
1990, died upon adjournment of the leg- 
islature on May 14th. 


16 


WaAIveR oF EXAMINATION 

An attempt was made to provide by 
amendment of the South Carolina ac- 
countaney act for waiver of the certified 
publie accountant examination under 
certain conditions. The bill, known as 
house bill 1994, would have granted cer- 
tificates without examination to any per- 
son of 40 years who had had 10 years’ 
experience in public accounting and 
could produce evidence that he was au- 
thorized to practise before the United 
States treasury department and had 
practised in a satisfactory manner be- 
fore the state tax commission. This bill 
was killed by an adverse vote in the 
house of representatives. 


Repeau or C.P.A. Law 

There was introduced in the Virginia 
legislature a bill which would have abol- 
ished the designation, ‘‘certified public 
accountant,’’ and grouped all those reg- 
istered under the present two-class re- 
strictive law in one class to be known as, 
‘licensed public accountants.’’ This 
bill, known as house bil! 409, died on 
the calendar. 

PERSONNEL OF STATE BoarpD 

House bill 406, which was introduced 
in the Virginia legislature, would have 
amended the state accountancy law to 
provide that, with the exception of one 
attorney, all members of the state board 
of accountancy should be educators. This 
bill also died on the calendar. 

Practice UNDER Firm NAME 

A bill in the New Jersey legislature, 
known as assembly bill 212, would have | 
made it unlawful for any individual, 
partnership or corporation to practise as 
a certified public accountant, auditor or 
publie accountant under a false, ficti- 
tious or assumed name, or under the 
name of a former employee, associate or 
partner who by reason of death or other- 
wise was no longer associated with the 
individual, firm or corporation. This 
bill was opposed by the New Jersey So- 
ciety of Certified Publie Accountants 
and by the Essex County Bar Associa- 
tion. The American Institute of Ac- 
countants cooperated in plans for oppos- 
ing it. The bill died in the assembly 


when the legislature adjourned on June 
19th. 
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PRACTICE BEFORE SECURITIES AND S. E. C. on AccounTING PRACTICES 
EXCHANGE COMMISSION The findings and opinions of the se- 


The proper procedure for making in- curities and exchange commission in five 
quiries of the securities and exchange Tecent stop-order proceedings under the 
commission with reference to accounting securities act of 1933 contain criticism 
problems is described in a letter dated of procedures followed by independent 
June 16th addressed by James M. Lan- Public accountants certifying financial 
dis, chairman of the commission, to ac- Statements in registration statements. 
countants. The text of this letter is as The criticism of the commission applies 


follows : to the following: _ 
“To ACCOUNTANTS PRACTISING BEFORE THE Acceptance by the independent public it” 
SECURITIES AND ExcHANGE COMMISSION countant, without sufficient investigation, of 


an arbitrary valuation of assets by officers of 
the company. 

Failure of the independent public account- 
ant to call attention to inclusion in income 
of an amount donated by an officer of the 
company. 

Insufficient investigation by the independ- 
ent public accountant of the books and ree- 
ords of the client, particularly with reference 
to disbursements vouchers and minutes of the 


“GENTLEMEN : 

“Due to the lack of knowledge on the part 
of public accountants as to the internal or- 
ganization of the commission, it has not al- 
ways been possible for us to render assist- 
ance in answering accounting questions in 
as satisfactory a manner as we should like. 
This is particularly true in regard to tele- 
phone calls and requests for appointments 
relating to accounting problems in connec- 


. = directors’ meetings. 
tion with registration under the securities act A relationship between the public account- 
— and the securities exchange act of ant and the client which made the account- 


ant not, in fact, independent. 

Failure of the independent public account- 
ant to call attention to weakness of the con- 
trol over receipts and expenditures and to 
questionable treatment of stock-selling ex- 
pense and other deferred charges. 

Excerpts from the findings of the com- 
mission in each of these cases, in so far 
as they refer to practices of the inde- 
pendent public accountants, are as fol- 


“Questions arising in connection with ac- 
counting data included in registration state- 
ments, applications and reports that have 
been filed under these acts and questions re- 
lating to the specific accounting require- 
ments of the several prescribed forms should 
be discussed with Mr. Andrew J. Cavanaugh, 
assistant director of the registration division, 
if they relate to filings under the 1934 act; 
and with Mr. Edward T. McCormick, super- 


lows: 

vising accountant of the registration divi- Arbi : 

: t Valuat Asset 
ion if they to Bling ander the 1083 of 
act. 


tai 
“All other questions relating to accounting ond 
matters should be brought to the attention of fied mining claims and an agreement 
Tere 
Blough, chief accountant of (the president of the 
“ a . company) agreed to complete a mill on the 
St vee A wish to take exception to leased properties and start operations, with- 
of Mr. out cost to the company—$3,000,000.’ Total 
accounting mat- jiabilities are set forth at $3,000,000, repre- 
- Fata be brought to the attention of  conting 3,000,000 authorized shares given in 
r. Blough for his consideration and, if consideration for the acquisition of the ‘lease 
— for presentation to the commis- ang agreement mentioned under the above 
item of intangibl ts.’ 
- “This letter is being sent to your home , pon $3,000,000 co in the balance- 
office only. Will you kindly bring it to the sheet, at which the assets of the registrant 
‘eget the several offices of your firm. were carried, represented neither the cost of 
Very truly yours, the property to the registrant nor anything 


JAMES M. Lanpis, chairman.” that can be termed ‘value’ according to any 
17 
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standard of valuation that could be devised. 
It was an arbitrary figure which was simply 
the exact equivalent of the par value of stock 
given for the property. The president and 
a director of the company admitted that the 
assets were not worth $3,000,000. Consult- 
ing engineers called by this commission and 
other witnesses testified in substance that no 
commercial ore existed on the property. The 
registrant’s own engineer admitted that cer- 
tain values set forth in his report did not 
exist. Furthermore, the specific statement 
on the face of the balance-sheet that the 
$3,000,000 figure was a valuation arbitrarily 
fixed by the board of directors was untrue. 
The evidence clearly establishes that no meet- 
ing was ever held for that purpose and that 
the directors never fixed any valuation. 

“As to the liabilities set forth in the 
balance-sheet, it is sufficient to note that 
(the president) admitted the company was 
insolvent, and that current liabilities of the 
company for labor, material and supplies 
were omitted. 

“As to the accountant’s certification to 
the balance-sheet, the evidence leaves it 
doubtful whether the accountant examined 
anything more than the papers and docu- 
ments filed with, or as a part of, the registra- 
tion statement. The accountant certainly 
made no such examination as should under- 
lie a certification of a balance-sheet and as 
is required by the commission’s regulations. 
The resultant balance-sheet even omits to set 
forth the current liabilities of the company. 
Our conclusion is that the accountant did not 
make a reasonable investigation of the mat- 
ters to which he certified in the balance- 
shee ” 


Donations Included in Income 

“The disastrous financial history of the 
registrant is concealed rather than revealed 
by the form in which its balance-sheet and 
profit-and-loss statements were submitted. 
Under item 55 of the registration statement, 
in the profit-and-loss statements for the years 
ending and and for the 
period ending —-——, certified by 
certified public accountants, as of 
the registrant shows under ‘Miscellaneous 
other income’ an item entitled ‘Contributed 
by sales agent’ in the amounts, $583.56, 
$3,042.36, $1,964.86.’ Suffice it to say that 
(the executive vice-president of the com- 
pany) acted as sales agent and made these 
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contributions. The registrant admitted that 
if it had not been for this claimed statement 
of income, the company would have shown a 
net loss in its profit-and-loss statement. (The 
executive vice-president) testified that since 
its organization, the registrant has operated 
at a loss, and that the amount of such loss 
is equal to the amount donated .... In 
order to present an attractive security to the 
public, it was desirable that the financial 
condition of the company be presented in a 
favorable light. Sound accounting theory 
and practice require that no income could be 
considered as having been realized by rea- 
son of the contributions, and accordingly, 
the amount of same should not have appeared 
in the profit-and-loss statement at all. Our 
finding is, and the registrant admits, that the 
total amount of the donations aggregating 
$5,542.63 should have been reflected on the 
balance-sheet as ‘Donated surplus,’ and that 
a corresponding amount, representing the 
loss resulting from the company’s opera- 
tions, should have been shown on the bal- 
ance-sheet as ‘Earned surplus—deficit.’.... 
This device adopted by the registrant to con- 
ceal its losses, sponsored by an accountant 
that represents itself as having not only in- 
dependence but also integrity and ability, 
seems especially reprehensible since a purely 
non-existent income was ‘created.’ In sub- 
stance there was nothing more than a can- 
cellation of an indebtedness, which even for 
income-tax purposes is not regarded as in- 
come. Including it as such was highly mis- 
leading.” 
Insufficient Investigation 

“The accountant’s certificate to the balance- 
sheet of this corporation reads, ‘Subject to 
the foregoing comments, I have, after rea- 
sonable investigation, reasonable grounds to 
believe, and do believe, at the date of this 
certificate, that the statements contained in 


the attached balance-shect truly and fairly - 


reflect the application of accepted account- 
ing practices to the facts disclosed by my 
investigation, and that there is no omission 
to state a material fact required to be stated 
therein or necessary to make the statements 
made therein not misleading.’ In this ease the 
accountant, —————,, testified that neither 
books nor vouchers were seen by him, nor had 
he seen any evidence of them. He said that 
he relied upon affidavits submitted to him by 
the officers of the company. He did, however, 


| 
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state that he had seen the option agreements. 
The apparent omission of any examination 
of the minute book of the corporation raises 
some doubt as to whether the accountant has 
in fact made a reasonable examination, but 
this we need not now decide. If an account- 
ant submits a balance-sheet without having 
access to the minute book and to proper dis- 
bursement vouchers, he should most certainly 
qualify his certificate by stating the basis 
upon which he made his audit, and the rea- 
sons why such investigation is deemed by 
him to be reasonable.” 


Relations between Accountant and Client 

“A most unusual relationship existed be- 
tween the registrant and (the accountants) 
who signed the certificate as independent cer- 
tified public accountants. (The accountants) 
had entered into a contract with the regis- 
trant by the terms of which they were to re- 
ceive $5,000 per annum, plus one per cent. 
of the gross proceeds of the metal sales, for 
one year. Their, contract with the registrant 
ealled for the installation of an accounting 
system, setting it up in proper order, making 
audits, and furnishing office space for the 
use of the registrant. The evidence further 
disclosed that this was the only contract of 
such a nature which the accountants had 
with any of their clients, all other contracts 
being on a fixed fee basis. Pursuant to this 
contract Mr. , employee of (the ac- 
countants), was made the comptroller of the 
registrant December 1, 1934. Holding this 
office, he signed the registration statement as 
principal financial and accounting officer of 
(the company). 

“The evidence disclosed, among other mat- 
ters, that Mr. received no salary 
from the registrant, but received his remu- 
neration entirely from (the accountants). 
There was ample testimony concerning Mr. 

in relation to his duties as comp- 
troller. It was established that at the time 
the registration statement became effective, 
he was exercising the usual functions of a 
comptroller with authority over employees 
regarding accounting matters, signing mail 
of the issuer and also having authority to 
sign checks with another officer. Mr. 
the evidence further disclosed, was a stock- 
holder of the registrant, owning 1,760 shares 
of stock which he had purchased for cash 
previous to the filing of the registration 
statement. 
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“The inference from these facts is irre- 
sistible that a person in Mr. ’s posi- 
tion would be apt to approach accounting 
problems of the registrant as one of its offi- 
cers and stockholders, not as an ‘indepen- 
dent’ accountant. It would be unreasonable 
to suppose that he could cast aside these re- 
lationships and view the accounting prob- 
lems with the objectivity of an ‘independent’ 
accountant criticizing and correcting account- 
ing practises and methods of the corpora- 
tion’s own staff, for in making an audit he 
would in fact be partly reviewing his own 


“In its certificate, the accounting firm 
stated that its relationship with the regis- 
trant was ‘the usual relationship of inde- 
pendent accountants to their clients.’ The 
commission found that this statement was 
untrue and misleading. 

“Counsel for respondent states in his brief, 
‘It is urged that a certification by and of 
itself is not a material fact. A certification 
is in reality a tag attached to the financial 
statements certified to, and its only signifi- 
cance is that it in effect directs attention to, 
induces reliance upon, and guarantees the 
propriety of such statements.’ With this 
conception of a certification we disagree. A 
certification is a material fact. It signifies 
that the contents of the financial statements 
to which it is appended have been checked 
and verified within the limits stated in the 
certificate. To make such certification truly 
protective of the interests of security hold- 
ers and investors the requirement under the 
securities act of 1933, as amended, is that it 
be made by an ‘independent public or certi- 
fied accountant.’ The insistence of the act 
on a certification by an ‘independent’ ac- 
countant signifies the real function which 
certification should perform. That function 
is the submission to an independent and im- 
partial mind of the accounting practices and 
policies of registrants. The history of fi- 
nance well illustrates the importance and 
need for submission to such impartial per- 
sons of the accounting practices and policies 
of the management to the end that present 
and prospective security holders will be pro- 
tected against unsound accounting practices 
and procedure and will be afforded, as nearly 
as accounting conventions will permit, the 
truth about the financial condition of the 
enterprise which issues the securities. Ac- 
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cordingly, the certification gives a minimum 
of protection against untruths and half- 
truths which otherwise would more easily 
ereep into financial statements. Hence a 
statement which serves such a high function 
cannot be dismissed under the act as a mere 
‘tag’ attached to financial statements. It is 
a material fact, for it gives meaning and 
reliability to financial data and makes less 
likely misleading or untrue financial state- 
ments. Accordingly, when (the accountants) 
stated in their certificate that their relation- 
ship with the registrant was ‘the usual rela- 
tionship of independent accountants to their 
clients,’ they made an untrue statement of a 
material fact sufficient for issuance of a 
stop order under section 8 of the act. Thus, 
the answers to items 54 and 55 of the regis- 
tration statement and prospectus were de- 
ficient.” 


Insufficient. Explanation 


“The company has filed a financial report 
prepared by —————,, certified public ac- 
countant, of —————. This report contains 
six typewritten pages of comment which pre- 
cede the balance-sheet, marked ‘Exhibit A,’ 
and three supporting schedules. The certifi- 
eate of the accountant appended to the bal- 
ance-sheet makes no reference to the prior 
comments and states that in the opinion of 
accountant the balance-sheet and supporting 
schedules correctly exhibit the financial con- 


dition of the company on August 31, 1935. 


The accountant states that the company is 
still in the developmental stage and that all 
operating expenses are capitalized; that the 
company followed generally recognized ac- 
counting principles and procedure, ‘except 
that all cash is turned over to the custody of 

» president, and —————,, general 
manager, who make the disbursements. . . .’ 
In accordance with article 15 of the rules 
and regulations, in effect on the date on 
which this registration was filed (now rule 
No. 651 of the general rules and regula- 
tions), an accountant is required to express 
his opinion upon the accounting procedures 
and principles followed by the registrant. 
While the above statement in the certificate 
indicates that the methods by which the 
president and the general manager handled 
all the income and disbursements of the com- 
pany are not in accordance with the ac- 
cepted principles and procedures, a more 


explicit statement of the weaknesses of the 
check on receipts and expenditures afforded 
by this method would be more in keeping 
with the spirit of the rule and more in- 
formative to prospective investors. This be- 
comes particularly important in this case 
since the accountant testified that vouchers 
for expenditures in the early years could 
not be found in many cases. 


“The six pages of comments, which pre- 
cede the balance-sheet filed with the regis- 
tration statement, are not carried over into 
the prospectus. Indeed, the accountant has 
written an entirely different letter of trans- 
mittal and prepared a different certificate 
for use in the prospectus. Whether the com- 
ments thus preceding the balance-sheet, but 
not referred to thereon, could be considered 
as modifying or explaining otherwise mis- 
leading items upon the face of the balance- 
sheet we need not now determine, for they 
have not been carried forward into the pros- 
pectus. From the commission’s point of 
view, it is important that the balance-sheet 
in the prospectus shall be complete and rea- 
sonably informative to investors. Comments 
which are found only in a registration state- 
ment cannot be relied upon to qualify the 
effect of the manner in which items are re- 
flected upon the balance-sheet given to pros- 
pective investors. 


“Schedules prepared by Frank J. Corbin, 
an accountant employed by the commission, 
analyzing the disbursements reflected in reg- 
istrant’s schedule of ‘Models, experiment and 
development expense’ were introduced in evi- 
dence. In addition to the items which we 
have stated are directly chargeable to stock- 
selling and issuing expense, Corbin also in- 
cluded all traveling expenses and items 
called ‘Bad debts,’ ‘Loss and automobiles,’ 
‘Car expenses,’ all of which total $6,965.61. 

. . - Sound accounting practice in this 
situation would require some attempt to de- 
termine what portion of these expenses were 
incurred in the sale of the registrant’s 
stock. Where the books and records of the 
company do not disclose an adequate basis 
for such allocation, this fact should be stated 
or else an inquiry to determine the allocation 
should be made. Failure to inquire or to 
qualify the certificate tends to cast some 
doubt upon the adequacy of the investigation 
made by the accountant.” 
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INSTITUTE MEMBER SPEAKS ON 
NATURAL BUSINESS YEAR - 


Charles B. Couchman, chairman of the 
American Institute of Accountants spe- 
cial committee on natural business year 
and member of the natural business year 
council, made two addresses during the 
past month on the natural business year. 
On June 12th he spoke at the annual 
convention of the National Association 
of Credit Men at Richmond, and on the 
following day he addressed members of 
the Virginia Society of Public Account- 
ants at their spring meeting at Old 
Point Comfort. The credit men adopted 
a resolution endorsing the natural busi- 
ness year in principle. 

Following are extracts from Mr. 
Couchman’s address at Richmond, which 
also formed the basis for his remarks at 
Old Point Comfort : 


“The results of operations of a business 
organization can not be expressed with com- 
plete accuracy except by consideration of 
the whole history of that organization from 
its inception to its final dissolution or li- 
quidation. The need for current information 
during that long period necessitates breaking 
up this history into short periods and at- 
tempting to express through financial state- 
ments a summarization of the transactions 
and adjustments during each such period. 
By general custom and convention twelve 
calendar months have been adopted almost 
universally as a basic period for the pres- 
entation of financial statements. 

“Such statements when honestly and skill- 
fully prepared should approach as near to 
accuracy as is allowed by the ability and the 
judgment of those responsible for the finan- 
cial presentation. In all such statements 
there are many elements that cannot be mea- 
sured ‘with absolute accuracy but instead 
must be determined by estimate or judgment. 
This is due to the fact that at the beginning 
and at the end of any such twelve-months 
period there will be transactions only par- 
tially completed, the final determination of 
the results of which will only be known at a 
later date. There will be allocations affecting 
the income statement such as for deprecia- 
tion and amortization that again must be 
determined by estimate based upon experi- 
ence and judgment of conditions. 


“The fewer the uncompleted transactions at 
any financial statement date and the smaller 
the amount of assets involved in the cycle of 
economic transformations, the less the re- 
ported financial results will depend upon es- 
timate. If at a fiscal date there should be 
no undetermined factors, the financial state- 
ment at that date would be far more accurate 
than at any date where the results are largely 
affected by estimates. 

“It is, therefore, evident that a corpora- 
tion whose fiscal year begins and ends at a 
date when there are the fewest number of 
open transactions and unrealized operations 
can present a more accurate financial state- 
ment than it could for a fiscal year ending on 
some different date. 

“The above argument is so axiomatic that 
it would appear self-evident that modern 
corporation officials well versed in efficiency 
would each have decided upon that date in 
the year which would be most advantageous 
as the close of its fiscal year. Unfortunately, 
this is not true. The great majority of busi- 
ness corporations today, however efficient 
they may be in other respects, whatever 
amount of care they may have exercised in 
developing other factors of their business 
upon the most favorable basis, however much 
they may have expended in research and in 
planning and in the study of their problems, 
have completely overlooked this one step 
which would enable them to prepare more ac- 
curate financial statements measuring the re- 
sults of their year-by-year operations. 

“In recent years there has been a con- 
tinually increasing appreciation of the value 
of financial statements of business enter- 
prises. This recognition of their value is 
growing in the minds not only of manage- 
ment and government but also of stockhold- 
ers, creditors and disinterested organizations 
such as security exchanges; yet few of these 
have given sufficient thought to this one fac- 
tor that will aid materially in making these 
annual statements of financial progress more 
informative and more valuable, namely, the 
deciding upon the twelve-months period in 
the year which is most suited to each par- 
ticular commercial enterprise. It seems re- 


markable that this condition should exist, 
but it is probably due to the fact that 
sufficient thought has not been given by 
the business man to this phase of the 
subject .... 
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“There is nothing complicated about the 
natural business year. It is merely that 
period of twelve consecutive months which 
coincides with the annual cycle of operations 
of a particular enterprise. Generally, the 
natural year for any organization will end 
when the business activities of that organiza- 
tion are at their lowest point in the annual 
eycle and when inventories, receivables and 
liabilities are reduced to their annual mini- 
mum. The natural year-end usually occurs 
just before the beginning of heavy inventory 
replenishment in preparation for a new sea- 
son. In the great majority of businesses 
there are seasonal fluctuations recurring year 
after year. There are increases and de- 
creases in volume of operations. There is 
some time in the year when volume is at its 
lowest. Usually this lowest point, year after 
year, falls at approximately the same date. 
Where that is true, that date should be con- 
sidered as the natural year-end. Probably 
in not more than 10% or 15% of industrial 
concerns does this date fall at December 31st. 
Nevertheless, the great majority of industries 
use a fictitious fiscal year coinciding with 
the calendar year. 

“There is nothing particularly sacred 
about calendar years. They are merely 
periods between dates arbitrarily decided 
upon at the time of the adoption of the 
present calendar and their sole function is 
to aid in the uniform measurement of time. 
They have nothing to do with economic 
laws. They were never devised to coincide 
with any particular economic cycle. There 
is no prevailing reason why the calendar 
year should be the fiscal year of business 
organizations with the exception of those 
industries whose normal or natural economic 
year coincides with the calendar year, or 
those which have no pronounced, annual vol- 
ume cycle. This fact has been recognized by 
the public accounting profession for many 
years and there is probably no group of peo- 
ple in a better position to appreciate its 
significance. However, the question has not 
been given serious consideration by indus- 
trialists in general nor by governmental 
agencies. 

“In October of 1935 there was formed 
what is known as the national natural busi- 
ness year council consisting of representa- 
tives of the National Association of Credit 
Men, the New York Credit Men’s Associa- 


tion, the National Association of Cost Ac- 
countants, the American Management Asso- 
ciation, Dun & Bradstreet, the Robert Mor- 
ris Associates and the American Institute of 
Accountants. Recognizing the great economic 
value of the adoption by industry of the 
natural business year principle, this council 
started a campaign to bring to the attention 
of the industrial world the importance of 
this problem and the great advantages that 
will ensue when it is generally recognized 
and accepted. The council authorized the 
printing of a brief bulletin that would 
clearly and simply indicate these advantages. 
Over 60,000 copies of this bulletin have 
been distributed and a revised edition is now 
being printed. Organizations of state and 
city councils have been encouraged and now 
in nearly every leading city and in some 10 
or 12 states local councils have been orga- 
nized consisting of representatives of indus- 
try, of banks, of credit granting institutions 
and of accountants. 

“The next step in the campaign was to 
present this subject to the various govern- 
mental agencies. It is pleasant to report 
that almost without exception, these agen- 
cies are beginning to recognize the value to 
the business of this country of the general 
adoption of the natural business year. The 
department of commerce of the United States 
is aidiug in the study to determine the logi- 
eal natural business years for various lines 
of industry. Other departments are inter- 
ested and have expressed approval. It is to 
be hoped that before the end of the year 
1936, there will be such a wide-spread recog- 
nition of the advantages that will result 
from the general adoption of the natural 
business year that the active codperation of 
those now engaged in this movement will be 
supplemented by many other organizations 
and by those government agencies interested 
in the improvement of our commercial life. 

“The council has undertaken a compre- 
hensive research to determine first, the class- 
es of industry that already have recognized 
the value of the natural business year and 
have adjusted their fiscal years accordingly, 
and second, to determine the approximate 
dates apparently best suited to all lines of 
industry that have not as yet generally 
adopted this change. 

“Almost the whole retail dry goods trade 
has adopted a fiscal year ending on January 
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31st. The meat packing industry uses the 
fiseal year ending on October 31st. Flour 
millers generally use periods ending at the 
close of either May or June. The advan- 
tages of a natural business year are ac- 
cepted by the members of these industries 
as a matter of course. Many members of 
other industries are successfully using fiscal 
years other than the calendar year. The 
fact that many other corporate officials are 
giving consideration to changing to a fiscal 
year is made evident by the correspondence 
received by the natural business year coun- 
cil. We have been advised that a number 
of corporations have changed from the cal- 
endar year to the fiscal year since the in- 
auguration of this campaign last October. 
There is a considerable stream of inquiries 
from other interested individuals asking the 
council’s aid in determining the best date 
for them to adopt as their fiseal year. After 
careful research a list has been prepared by 
the council indicating the probable natural 
business years for some 250 branches of 
industry. The natural business year council 
stands ready to codperate with any organiza- 
tion or industry that desires its aid in solv- 
ing any problem connected with the change 
from a calendar to a natural business 

“Public accountants are thoroughly fa- 
miliar with the picture presented in the 
early part of each calendar year by commer- 
cial organizations who still retain the calen- 
dar year as their fiscal year. In many cases 
this date comes in the midst of the most 
active operations of such a business. Every- 
one in the organization from the president 
and the chairman of the board down to the 
office boys is rushing at high tempo. Clerks 
are working over-time trying to keep up 
with the procedures and records. Into this 
melee the public accountants are forced to 
enter so that the financial statements can be 
presented to stockholders or to government 
officials as quickly as possible. They are 
driven at high speed and regardless of the 
extent to which their presence and their use 
of the records interfere with the staffs of 
the organization, the work must proceed and 
their reports be completed. 

“Under pressure of the problems constantly 
presented to them at such a time, the execu- 
tives of the enterprise do not have time to 
give to these reports the careful thought and 


study they deserve. The public accountants 
endeavoring to serve a great percentage of 
their clients all at the same time do not have 
the opportunity to give that calm and 
thoughtful study to the problems of each 
enterprise which might enable them to give 
to its executives counsel and advice of great 
value, aside from the mere preparation and 
certification of financial reports. Based on 
the results disclosed, the executives must pre- 
pare budgets and plans for the ensuing eal- 
endar year at a date when they can least 
spare the proper amount of time to give to 
such budgets and plans the intensive study 
they should receive. 

“Some months later in the majority of 
these organizations there comes a time when 
work has slackened, when the year’s cycle of 
business operation has reached its lowest 
point. Such a time probably should have 
been adopted by these organizations as the 
end of their fiseal year. Everything con- 
nected with the closing of the accounts, the 
preparation of financial statements, the aud- 
iting of these statements, the study of the 
problems involved, the planning and budget- 
ing for the future could be accomplished at 
such a date more economically, more thor- 
oughly and far more efficiently. .. . 

“As a nation we are becoming great lov- 
ers of statistics. There is practically nothing 
today with regard to which statistics are not 
put forth in great volume and with great 
fluency. They are added, they are subtract- 
ed, they are printed in our financial pages, 
and are freely used to: support this or that 
argument. They are regarded with awe by 
business and by the public. The value of 
statistics is greatly over-estimated, however, 
in eases where the basis of the statistics is 
not sound. Any series of numbers may be 
added but for business purposes the sum is 
valueless unless the items added represent 
similar units. Business men know this per- 
fectly well, yet many of them put forth 
financial statements summarizing a fraction 
of one season’s operations and a fraction of 
another season’s operations without recog- 
nizing the fact that they have not obtained 
the best picture of their operations that they 
could obtain. 

“Suppose a theatrical enterprise was suf- 
ficiently successful to have each year a play 
that would run for the whole season. A 
financial statement for such an enterprise 
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based on the calendar year would show the 
results of four months of the operations of 
one play and, say, six months of the opera- 
tions of another play with two closed months 
of summer. Such financial statements would 
not be as informative with regard to the 
operations of each play as they would be if 
that enterprise prepared its financial state- 
ments as at some date during the summer 
closing. Theatrical men recognize this and 
their statements are usually based upon a 
more sensible method than that used by many 
businesses. If an automobile manufacturer 
puts forth a financial statement as at Decem- 
ber 31st, it will combine a large portion of 
the sales of one year’s model and the ex- 
pense of producing and perhaps a portion 
of the sales of the next year’s model. Such 
a statement is not as valuable as one which 
summarizes the whole results of a single 
year’s model. Statistical summaries built up 
from hybrid statements do not portray true 
seasonal activities. .. . 


“The mail of stockholders in the late win- 
ter or early spring is cluttered with financial 
statements just as poorly timed to present 
the real seasonal operations of corporations. 
Many of these statements combine three 
fourths of one business cycle with one fourth 
of another cycle. Others present five twelfths 
of one season merged with seven twelfths of 
another season. Such statements become as 
it were hybrids, or shall we say, mongrels. 
We have no desire to start gossip but there 
is a tinge of uncertain ancestry about many 
annual industrial reports. .. . 


“It is not necessary for me to emphasize 
to you, gentlemen, as you are already versed 
in the science of credit granting, the advan- 
tages from your standpoint of a_balance- 
sheet prepared at a time when inventories, 
receivables and payables are at their lowest. 
Such a balance-sheet gives you a clearer pic- 
ture of the fundamental structure of the 
organization seeking credit. In such a bal- 
ance-sheet any weakness in such structure is 
more readily apparent than it would be in 
a balance-sheet where the framework is pad- 
ded with numerous items still in process of 
conversion through the cycle of operations. 
This normal eycle usually consists first in 
the building up of inventories, the conver- 
sion of these into receivables, the realization 
of the receivables in cash, and the payment 


of current liabilities. It is only when this 
cycle has most nearly been completed that 
you ean get the clearest picture of the basic 
financial structure of the organization. 


“That date at which the payables that have 
been created to build up inventories have 
been reduced as far as possible by the final 
eash conversion of such inventories gives 
you a clearer picture of the minimum credit 
needs of the organization. A balance-sheet 
prepared at any time must by analysis be 
stripped somewhat of the temporary infla- 
tions of inventories, receivables and pay- 
ables. This stripping down to basie facts is 
more readily accomplished when all of these 
items are at their lowest. That is why the 
National Association of Credit Men has 
been so enthusiastically codperating in this 
movement to secure the adoption by all types 
of business of the fiscal year best suited to 
each enterprise. .. . 


“Many business men, when the question 
has been asked of them regarding a change 
in their fiscal year, have indicated that they 
do not desire to make any such change unless 
certain other business men do. One objec- 
tion that has occasionally been offered by 
the head of a business against preparing a 
financial report covering a different twelve- 
months period from that covered by reports 
of other organizations in the same industry 
is that it is not advantageous for purposes 
of comparison with such other reports. The 
answer to that is simple. If the other com- 
panies with which he desires comparison 
have the same natural business year as his 
company, they should be encouraged to 
change to such natural year. If they do not, 
then any comparisons are misleading. ... . 

“Because many business men are hesitant 
about making any change such as a change 
of their fiscal year, however advantageous 
it might be to them, it is evident that 
those who have initiative, who are will- 
ing to undertake to make a change for the 
better even though it be a departure from 
previous policy, must be the ones who will 
lead this movement and bring about a gen- 
eral recognition of the tremendous gain for 
the business world that will be accomplished 
when all organizations present their financial 
statements on the basis of their actual sea- 
sonal year regardless of the calendar year.” 
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MEETINGS AND ELECTIONS 


California State Society of Certified Public 

Accountants 

Date: June 12-13, 1936, annual meeting. 

Place: Los Angeles. 

Speakers: George R. Keast, of San Fran- 
cisco, “Accounting procedure.” 

B. J. Feigenbaum, assemblyman, of San 
Francisco, “How many feathers?” 
John Parke Young, professor of eco- 
nomics at Occidental College, Los 
Angeles, “Dollars and sense.” 

Hubert A. Stanley, of Los Angeles, 
“Accountants’ fees.” 

Ira N. Frisbee, of Beverly Hills, “Ac- 
counting for ‘income’ of municipali- 
ties.” 

Eugene M. Berger, of Los Angeles, “The 
economic implications of the single tax 
—sales referendum.” 

Elections: President— Anson Herrick, of 
San Francisco. 

First vice-president—Willis C. Graves, 
of Los Angeles. 

Second vice-president—A. DeWitt Alex- 
ander, of San Francisco. 
Seecretary-treasurer—B. W. Bours, of 
San Francisco. 

Directors—Ralph W. E. Cole, of Los 
Angeles; J. B. Scholefield, of Los An- 
geles; George M. Thompson, of Los 
Angeles; Henry M. Thompson, of Los 
Angeles; and Mr. Graves. 

Connecticut Society of Certified Public 

Accountants 

Date: June 19, 1936, annual meeting. 

Place: West Haven. 

Speaker: John L. Carey, secretary of the 
American Institute of Accountants, “Ac- 
tivities of the American Institute of 
Accountants.” 

Elections: President—J. William Hope, of 
Bridgeport. 

Vice-president—Guy Cambria, of Mid- 
dletown. 

Treasurer—Milton H. Friedberg, of 
Bridgeport. 

Secretary—Edward I. Petze, of New 
Haven. 

Auditor—Clarence L. Johnson, of New 
Haven. 

Board of governors—Lewis Sagal, of 
New Haven; Maxwell Lerner, of Hart- 
ford; and Russell C. Everett, of Hart- 
ford. 
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District of Columbia Institute of Certified 

Public Accountants 

Date: June 22, 1936, annual dinner meeting. 

Place: Washington. 

Speaker: John L. Carey, secretary of the 
American Institute of Accountants, “Ac- 
tivities of the American Institute of Ac- 
countants.” 

Florida Institute of Accountants 

Date: May 29-30; 1936, annual meeting. 

Place: Miami Beach. 

Speakers: Milton E. Carter, assistant to the 
commissioner of internal revenue, “Tax 
subjects of interest to the conference.” 
J. Newton Lummus, tax assessor of 
Dade county, “Intangible and personal 
property taxes.” 

F. Seott Kitson, comptroller of the 
Miami Herald, “Preparation for in- 
creased tax practice.” 

Roger W. Cole, chairman of the Florida 
state board of accountancy, “The work 
of the Florida state board. 

Elections: “President—R. Warner Ring, of 
Miami. 

Vice-presidents—Ira Varnedoe, of Jack- 
sonville; C. Cecil Bryant, of Ocala; and 
E. C. Work, of Bagdad. 
Treasurer—W. F. Milton, of Miami. 
Secretary—P. W. Fisher, of Jackson- 
ville. 

Georgia Society of Certified Public Ac- 

countants 

Date: May 22-23, 1936, annual meeting. 

Place: Sea Island. 

Speakers: The Reverend Royal K. Tucker, 
of Brunswick, invocation. 

Stephen B. Ives, of Atlanta, “Cotton 
mill inventories.” 

D. W. Springer, secretary of the Ameri- 
ean Society of C. P. A’s. 

Elections: President—George C. Baird, of 
Augusta. 

Secretary—L. E. Campbell, of Atlanta. 
Treasurer—Charles E. Davis, of At- 
lanta. 

Trustees—E. W. Gottenstrater, chair- 
man, of Atlanta; A. L. Norris, of Ma- 
con; Henry Meyer, of Savannah; Nor- 
man Cann, of Atlanta; S. B. Ives, of 
Atlanta; Victor Markwalter, of Aug- 
usta; H. E. Fourcher, of Columbus; 
Brooks Geoghegan, of Macon; and Sid- 
ney Lee, of Savannah. 
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Kentucky Society of Certified Public Ac- 

countants 

Date: June 19, 1936, annual meeting. 

Place: Louisville. 

Elections: President— Robert Miller, of 
Louisville. 

First vice-president—George F. Meld- 
rum, of Louisville. 

Seeond vice-president — Eugene M. 
Heimerdinger, of Louisville. 

Secretary and _ treasurer — Kenneth 
White, of Louisville. 

Directors— Mr. Miller, Mr. Heimer- 
dinger and William A. Hifner, of Lex- 
ington. 

Maryland Association of Certified Public 

Accountants 

Date: June 9, 1936, final meeting. 

Place: Baltimore. 

Elections: President—Edward G. Shipley. 
Vice-president—Harold N. House. 
Secretary—James L. Benson. 
Treasurer—Carroll F. Davis. 
Auditor—Howard A. Schnepfe. 
Directors—F. Earl Reuwer, Frank A. 
Shallenberger, John L. McKewen, Wil- 
liam R. Walton, Jr., J. Elwood Arm- 
strong, Jr., and Leslie W. Baker. 

Michigan Association of Certified Public 

Accountants 

Date: June 11, 1936, annual meeting. 

Place: Detroit. 

Elections: President—Edward J. Barr, of 
Detroit. 

Vice-president—Cletus M. Laux, of De- 
troit. 

Treasurer—James W. Bartrop, of De- 
troit. 

Secretary—L. Earl Borland, of Detroit. 
Directors—Arnold L. Barrett, of De- 
troit; Nelson J. Goodsell, of Detroit; 
Roland B. Keays, of Detroit; and Har- 
old W. Scott, of Detroit. 

Minnesota Society of Certified Public 

Accountants 

Date: May 26, 1936, annual meeting. 

Place: St. Paul. 

Speaker: Robert Stevenson, of the Univer- 
sity of Minnesota, “The American Ac- 
counting Association.” 

Elections: President—Earl A. Waldo, of 
Minneapolis. 

First vice-president—Albert E. Larsen, 
of Minneapolis. 
Second vice-president Lawrence R. 


Graving, of Duluth. 
Secretary—Edwin L. Pearson, of Min- 
neapolis. 
Treasurer—James Strudwick, of Min- 
neapolis. 
Missouri Society of Certified Public Ac- 
countants 
Date: June 12, 1936, annual meeting. 
Place: St. Louis. 
Elections: President—Parry Barnes, of Kan- 
sas City. 
First vice-president—John J. Lang, of 
St. Louis. 
Second vice-president—Richard S. Wy- 
ler, of Kansas City. 
Secretary—R. W. Smith, of Kansas 
City. 
Treasurer — William Charles, of St. 
Louis. 
Members of council—Daniel M. Shee- 
han, William Charles, John J. Lang, 
John M. Neumayer, Lee J. Muren, Tom 
C. Hansen and F. R. Brodie. 
Mississippi Society of Certified Public 
Accountants 
Date: May 29-30, 1936, annual meeting. 
Place: Gulfport. 
Speakers: Henry Miller, of New Orleans. 
W. Q. Sharp, of Jackson. 
Elections: President—T. E. Lott, of Colum- 
bus. 
Vice-president—Thomas E. Walsh, of 
Greenville. 
Secretary-treasurer—Dick D. Quin, of 
Jackson. 
Board of governors—F. J. Block, of 
Laurel; A. L. Evans, of Gulfport; T. E. 
Lott, of Columbus; Stewart J. Parker, 
of Jackson; C. E. Powell, of Green- 
wood; Dick D. Quin, of Jackson; and 
Thomas E. Walsh, of Greenville. 
New York State Society of Certified Public 
Accountants 
Syracuse Chapter 
Date: May 28, 1936, annual meeting. 
Elections: President—Howard V. Swartz. 
Vice-president—Barrett J. Beckwith. 
Secretary-treasurer—Charles F. Carr. 
North Carolina Association of Certified 
Public Accountants 
Date: June 19-20, 1936, annual meeting. 
Place: Rockingham. 
Speakers: B. F. Reynolds, mayor of Rock- 
ingham, address of welcome. 
Clarence Kuester, of Charlotte. 


| | 
| 
| 
| | 
| 
| 
26 


Bulletin of American Institute of Accountants 


A. J. Maxwell, state revenue commis- 
sioner, “A perspective and comparative 
view of the state’s fiscal problems.” 

Elections: President—Leslie A. Heath, of 
Charlotte. 

Vice-president—George E. Dombhart, of 

Charlotte. 

Secretary—Elton B. Taylor, of Char- 

lotte. 

Treasurer—Earle E. Peacock, of Chapel 

Hill. 

Directors—Albert H. Blake, of Ashe- 

ville; R. L. Bradley, of Lenoir; W. C. 

Nichols, of Wilmington; and George R. 

Poole, of Raleigh. 

Oregon State Society of Certified Public 

Accountants 

Date: June 10, 1936, annual meeting. 

Place: Portland. 

Elections: President—J. C. Goldrainer, of 
Portland. 

Vice-president —R. B. Stratford, of 

Portland. 

Secretary—C. E. Rawlinson, of Port- 

land. 

Treasurer—Virgil DeLap, of Portland. 
Pennsylvania Institute of Certified Public 
Accountants 
Date: June 18-20, 1936, annual meeting. 
Place: Bedford Springs. 

Speakers: George McCabe, assistant profes- 
sor of economics, Catholic University of 
America, Washington, D. C., “Taxa- 
tion and its relation to economics.” 
Leon D. Metzger, of Harrisburg, for- 
mer Pennsylvania state secretary of 
revenue, “New Pennsylvania tax legis- 
lation.” 

Charles S. Tippetts, dean of the school 

of business administration, University 

of Pittsburgh, “What other countries 
have done to foree business recovery.” 

Elections: President—J. Cyril McGarrigle, 
of Philadelphia. 

Vice-president—John C. Parry, Jr., of 

Philadelphia. 

Secretary—Robert J. Bennett, of Phila- 

delphia. 

Treasurer—David M. Fillman, of Phila- 

delphia. 

Pittsburgh Chapter 

Date: May 26, 1936, annual meeting. 

Speaker: I. H. Krekstein, director of cor- 
poration taxes, Pennsylvania depart- 
ment of revenue. 


Elections: Chairman—G. Clayton Shannon. 
Vice-chairman—Paul W. Pinkerton. 
Secretary—Ira G. Flocken. 
Treasurer—O. L. K. McKibben. 
Auditor—Norman Schaller. 


Utah Association of Certified Public Ac- 

countants 

Date: May 14, 1936. 

Place: Salt Lake City. 

Speaker: Seymour B. Wells, “Provisions of 
the present corporation tax bill.” 


Virginia Society of Public Accountants 
Date: June 12-13, 1936, spring meeting. 
Place: Old Point Comfort. 

Speakers: C. H. Morrissett, Virginia state 
tax commissioner, “Present-day tax 
problems.” 

Milton E. Carter, assistant to the com- 
missioner of internal revenue of the 
United States, “Administration of the 
federal social security act.” 

Charles B. Couchman, of New York, 
chairman of American Institute of Ac- 
countants special committee on natural 
business year and member of the natural 
business year council, “The natural 
business year.” 

General H. C. Pratt, air corps, U. S. A., 
commanding general of Langley Field, 
“The part of aviation in national de- 
fense.” 


Washington Society of Certified Public 

Accountants 

Seattle Chapter 

Date: May 20, 1936, annual meeting. 

Elections: President—E. F. Chabot. 
Vice-president—C. L. Stone. 
Secretary-treasurer—J. L. Cook. 
Auditor—David Hill. 
Directors—Mr. Chabot, Mr. Stone, Mr. 
Cook, Albert V. Nelson and John H. 
Benson. 
Directors of the state society—Mr. Cha- 
bot, Harold L. Seott, F. O. Johnson, 
Carlos Zener, C. S. Cowan and Paul R. 
Strout. 


Wisconsin Society of Certified Public Ac- 

countants 

Milwaukee Chapter 

Date: May 28, 1936, annual meeting. 

Elections: Chairman—R. P. Kaesshaefer. 
Vice-chairman—M,. A. Feldmann. 
Secretary and treasurer—R. F. Linehan. 
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SCHEDULE OF TRAINS TO ANNUAL MEETING 


Fri. Oct. 16 Lv. New York N. Y. C. BR. RB. 6:00 P. M. E. 8. T, 
Fri. Oct. 16 Lv. Boston B. & A. R. RB. 3:40 P. M. E. 8S. T, 
Fri. Oct. 16 Lv. Albany N. Y. C. RB. BR. 9:03 P. M. E. 8. T, 
Fri. Oct. 16 Ly. Utica N. Y. C. BR. RB. a7:47 P. M. E. 8S. T, 
Fri. Oct. 16 Lv. Syracuse a8:57 P. M. E. 8. T, 
Fri. Oct. 16 Lv. Rochester al0:30 P. M. E. 8S. T, 
Fri. Oct. 16 Ly. Buffalo al0:18 P. M. E. 8. T, 
Sat. Oct. 17 Lv. Cleveland Big Four R. R. b2:35 A. M. E. 8. T. 
Sat. Oct. 17 Lv. Indianapolis Big Four R. BR. 11:05 A. M. C. T. 

Sat. Oct. 17 Ar. St. Louis 4:00 P. M. C. T. 


In the event a sufficient number of reservations are received from upstate points between Utica 
and Buffalo, a special Pullman sleeping car will be provided. This car will be operated on 
schedule shown from starting point, but arrival time at St. Louis will be 4:00 P. M. instead of 
1:10 P. M. This arrangement will be made so that members from Utica, Syracuse and Rochester 
may join with the New York city and New England members, and arrive at St. Louis on the 


same train. 


Sat. Oct. 17 Lv. Cincinnati 


Sat. Oct. 17 Ar. St. 


Louis 


Big Four R. BR. 


Fri. Oct. 16 Lv. Detroit 
Sat. Oct. 17 Lv. Toledo 


Sat. Oct. 17 Ar. St. 


Sleeping car from Detroit and Toledo to Indianapolis, thence parlor car t 


Louis 


Sat. Oct. 17 Ly. Chicago 
Sat. Oct. 17 Ar. St. Louis 


M. C. BR. R. 


Alton BR. R. 


St. 


ss 


Cc. T. 


is. 


Fri. Oct. 16 Lv. North Philadelphia 
Fri. Oct. 16 Lv. Washington 
Fri. Oct. 16 Lv. Baltimore 

Sat. Oct. 17 Lv. Harrisburg 


Sat. Oct. 17 Lv. Columbus, O. 


Sat. Oct. 17 Ar. St. Louis 


Penn. R. R. 


vw 


Fri. Oct. 16 Ly. Pittsburgh 
Sat. Oct. 17 Ar. St. Louis 


* 


Sat. Oct. 17 Lv. St. 


Sun. Oct. 18 Ar. Dallas, Tex. 


Louis 


Missouri Pacific R. R. 


oa 
os 


ERI REE 


Cost or Rounp TRIP RAILROAD TICKET (LIMITED TO 30 DAYS) AND ONE-WAY PULLMAN RATES FROM 
POINTS SHOWN TO DALLas: 


Round trip 

From rail ticket 
New York $67.25 
Boston .................... 79.35 
Philadelphia .......... 61.85 
Chicago** .............. 38.20 
26.70 


(a) Arrive St. Louis 1:10 P. M. 


Lower 
berth 
$11.75 
13.00 
11.25 
6.50 
5.50 


Double 
bedroom 


1 person 
$21.15 
23.40 
20.25 
10.90 
9.90 


Double 
bedroom 
2 persons 

$23.50 

26.00 
22.50 
13.00 
11.00 


(b) Sleeper open at 9:00 P. M., and arrives St. Louis 1:10 P. M. 


* Sleeper o; at 9: 


30 P. M. 


Compart- 
ment 
2 persons 
$33.00 
36.50 
31.50 
17.50 
15.50 


Chicago to St. Louis and Pullman accommodations beyond as shown. 
28 


Drawing 
room 


2 persons 

$42.00 
46.00 
40.00 
22.00 
20.00 


BRA 

4:00 P. M. C. 

1:10 P. 
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